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State securities cops announce actions against sellers of payphone
schemes; losses so far estimated at $76 million

OLYMPIA (March 13, 2001) — State securities regulators from Washington state to
Florida today announced actions against individuals and companies that promised high
returns from risky or fraudulent investments in pay telephones.

Securities regulators in 25 states participated in the crackdown, identifying nearly 4,500
people, most of them elderly, who lost an estimated $76 million investing in so-called
coin-operated customer-owned telephones. As more states analyze complaints and
open investigations, regulators expect losses to rise dramatically.

In Washington, a cease and desist order has been issued naming two businesses and
several associated individuals and alleging violations of the state's Securities Act. They
are: National Communications Marketing, Inc.; Stephen Wolfe; ETS Payphones, Inc.;
Charles E. Edwards; Glen L. Ottmar; Earl C. Dennis; and their agents and employees.
The respondents are alleged to have offered and sold a pay phone investment
opportunity to at least three Washington residents, with their investments totaling more
than $300,000. Elderly people were targeted, say state investigators, and the money
they invested was a significant part of their assets.

“What we’'re seeing is the tip of what'’s likely to be a very large iceberg,” said Deborah
Bortner, Director of Securities for Washington state. “We expect to see losses totaling
hundreds of millions of dollars nationally.”

Bortner says that none of the businesses or individuals named in the cease and desist
order were registered to sell securities in Washington and that they all failed to
adequately disclose "material facts" relating to the payphone investment opportunity.
Such facts include the financial conditions of the companies and the past histories of the
individuals selling the investments.

In a typical pay telephone scheme, state regulators say, a company, through a
middleman, sells payphones to investors for between $5,000 and $7,000. As part of the
sale, the company agrees to lease back and service the phones for a fee. Investors are
promised annual returns of up to 15 percent. But state regulators say interest payments,
if they are made at all, are often just enough to keep previous investors on board.

For example, Georgia-based ETS Payphones, Inc., founded in 1994, sold nearly 50,000
payphones nationwide. According to a federal district court opinion, ETS was continually
seeking new investors because “revenue from payphone operations never covered



operating expenses.” During the first six months of 2000, ETS’ losses exceeded $33
million.

Even as losses piled up, the opinion states the company’s founder, Charles Edwards:
- Sponsored a NASCAR racing team;

Purchased a luxury home in Georgia’s exclusive Sea Island community;

Paid himself $2.24 million in salary between 1998 and 2000;

Received $700,000 in consultant fees from another payphone enterprise;

Paid $3 million in management fees to an affiliated company which he also owned;

and

Lent over $11.6 million, interest free, to various companies he controlled.

ETS’ Edwards, who contends he defrauded no one, has been replaced and the
company is now in bankruptcy reorganization in Delaware.

“Simply put, ETS appears to have been nothing but a "Ponzi" scheme, recruiting new
money to make interest payments to investors and support the lavish lifestyle of top
company executives,” said Scott Lane, assistant director of enforcement for the
Pennsylvania Securities Commission.

In many cases, according to state regulators, the middlemen selling the payphones were
independent insurance agents. In Florida, an insurance agent selling ETS payphones
used religion and attended social events to gain the trust of least 200 individuals, who
invested roughly $17 million. Targeting mostly elderly investors, regulators say the
insurance agent used promises of 15 percent annual returns to convince many to
withdraw money from their IRAs and other retirement accounts.

NASAA President Deborah Bortner, also director of securities in Washington state said
that customer-owned, coin-operated payphones are just one of a number of
questionable or fraudulent investments being marketed to sometimes unwary
independent insurance agents. Securities regulators in dozens of states, including
Nevada and Maryland, have taken action against companies and insurance agents
selling bogus payphone, ATM, and promissory note investments, all marketed through
newspaper and radio ads and at seminars.

In lowa, securities regulators say nearly 100 investors sank $2.2 million into payphones
sold by Phoenix Telecom. Under pressure from regulators, Phoenix agreed to offer
investors their money back, but failed to honor that agreement. Phoenix was later bought
out by ETS, which solicited another $4 million from 175 lowa investors.

In Mississippi, Phoenix Telecom used independent insurance agents to raise $3 million
from investors. According to Mississippi securities regulators, the average payphone
investor was over 60 years old. Shortly after being taken to court by securities regulators
for failing to keep its promise to refund investors’ money, Phoenix sold its assets to ETS.

ETS’s founder often took to the stump to promote his payphone investments. According
to state regulators, a Bible-quoting Edwards helped raise at least $14 million from 2,000
North Carolina investors.



Before purchasing any investment, state securities regulators urge investors to ask the

following questions:

- Does the investment meet your personal investment goals? Whether you are
investing for long term growth, investment income or other reasons, an investment
should match your own investment goals;

Are claims made for the investment realistic? Some things really are too good to be
true. Use common sense and get a professional, third party opinion when presented
with investment opportunities that seem to offer unusually high returns in comparison
to other investment options. Pie-in-the-sky promises often signal investment fraud;
Has the seller given you written information that fully explains the investment? Make
sure you get proper written information, such as a prospectus or offering circular,
before you buy. The documentation should contain enough clear and accurate
information to allow you or your adviser to evaluate and verify the particulars of the
investment.

Are the seller and investment licensed and registered in your state? "Before putting
money into any investment," Bortner advises, "check with the Securities Division to
see if it's registered and whether the person selling it is properly licensed and has a
good record." Washington's Securities Division may be contacted by calling 1-800-
372-8303 (toll free in Washington) or you can visit them on the Web at
www.dfi.wa.gov.

#HE#



